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    从这项研究得出的总体结论是，为了改进加纳的贸易平衡，应该加强汇率
和需求管理政策之间的协调，并以该经济体的长期基本面为基础。 






















    The purpose of this thesis is to examine how exchange rate fluctuations affect 
trade in a small open economy like Ghana over time from 1970-2010. The outcomes 
of depreciation are possible to analyze through the J-curve phenomenon that shows 
the relation between the exchange rate and the trade balance both in the long-run. The 
J-curve effect posits that, when exchange rate depreciates, import balance decreases 
whilst export balance and trade balance increase in the long run. 
  We used regression analysis to examine the relationship between exchange rate and 
trade balance of Ghana. The findings show that, exchange rate fluctuation is not a 
significant determinant in import, export and trade balance of Ghana. 
The overall conclusion drawn from the study is that for improved balance of trade in 
Ghana, coordination between the exchange rate and demand management policies 
should be strengthened and be based on the long-run fundamentals of the economy. 
The government should adopt rigorous strategic industrial policies to transform the 
economy from the basic agro-dependant to an industrial dependent economy thereby 
adding more value to most of its raw materials in order to make its exports more 
competitive on the international market. 
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Chapter 1 Introduction 
Ghana had disastrous performance on economic growth in the last 20 years. Real 
per capita income fell by a factor of two during this period. This is reflected in a 
pattern of trade that continuously deteriorated from 1970 to 1990 in real terms, but 
started to pick up in recent years, only after it reformed and liberalized the economy 
and made the exchange rate regime responsive to market fundamentals. Despite these 
successive reforms and devaluations, the tendency for imbalances has widened even 
further. Why these reforms in the exchange rate system have not been effective is an 
interesting issue to investigate. 
Since the early 1990's, the Republic of Ghana has sought extensive reforms, in an 
effort to reverse previous inward-looking policies. Trade and investment liberalization 
has been integral to reform, and has continued since Ghana's previous review in 1992. 
Government policies are now focused on making Ghana the Gateway to West Africa. 
Ghana achieved real annual growth rates exceeding 4% during the 1990s. However, 
macroeconomic imbalances have again precipitated an economic crisis. This threatens 
economic growth and could endanger the continuation of trade and other structural 
reforms. Evidence of this danger is reflected in some backsliding on tariff reductions 
and slowed privatization.  
1.1 Ghana’s trade main commodities and trade partners 
    Trade and foreign direct investment (FDI) are essential to Ghana's economic 
development. Merchandise exports and imports as a share of GDP have expanded 
substantially, from 18% and 29% in 1993 to 28% and 39%, respectively, in 1998. 
Trade is relatively concentrated, both in commodities and markets. Primary products, 
overwhelmingly gold and cocoa, account for most exports. Non-traditional exports, 
including, processed food, timber, and aluminum products, account for 20% of 
exports, up from 3% in 1986. However, export diversification has slowed. Most 
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main trading partner remains the European Union (EU) and United States, accounting 
for almost 60% of total exports — partly due to trade preferences — and imports. 
Within the EU, Italy has overtaken the United Kingdom and Germany as the main 
export market. Italy, the United Kingdom, and France are the main European source 
of imports. 
Ghana's regional trade with members of the Economic Community of Western 
African States (ECOWAS) accounted for 17% of exports in 1999, up from 13% in 
1994. Togo matched Italy as Ghana's main single export destination in 1999. The 
share of African imports also rose, from 23% in 1994 to 27% in 1999. Nigeria, the 
main regional source, lost ground, its share falling over this period from 17% to 14%. 
Ghana is a net importer of services, especially of “freight and merchandise insurance”. 
Travel exports increased substantially during the 1990s, and is currently by far 
Ghana's largest service export, accounting for 60% of the sector's exports in 1998. 
Over half of Ghana's inward FDI is in services. Despite a more liberal investment 
regime, with new legislation aimed at extending national treatment to overseas 
investors, FDI remains erratic. Registered FDI mainly from the United Kingdom, 
China, United States, and Germany from 1994-98 totaled US$1.5 billion. Policy and 
economic uncertainties in Ghana have reduced investor confidence. In the 
Government's view meeting its multilateral commitments is integral to Ghana's 
ongoing reforms. Its agricultural tariffs are fully bound, and steps are being taken to 
implement WTO-consistent policies on customs valuation and intellectual property 
protection. Ghana looks to bilateral and multilateral donors for technical assistance 
and support in meeting these commitments. 
Ghana’s trade reached a record low in 1984, while industrial production also fell 
markedly. Consequently, real per capita income fell steadily, and by 1983 it was only 
about two-thirds of its level in 1960.The initiation of the Economic Recovery 
Programme (ERP) in 1983, witnessed the beginning of a marked transformation of the 
economy from an administrative system of economic management to a 
market-oriented system. This included major structural reforms in both the real and 
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income, a sharp drop in domestic inflation, and substantial improvement in the 
external balance-of-payments. In particular, during 1993-98, real GDP grew at an 
annual average rate of more than 4%, the domestic rate of inflation fell markedly to 
less than 20%, the government overall fiscal deficit declined to 8.1% of GDP, 
simultaneously as the domestic primary surplus reached 3.6% of GDP. Except for 
1996, the overall balance of payments recorded continuous surpluses up to 1998 and 
the ratio of the external current account deficit to GDP fell steadily to 4.7% of GDP in 
1998. 
Since 1999, the economy has been hit by a very severe external terms of trade 
shock, stemming from a more than halving of the world price of cocoa, a marked 
decline in the price of gold, and a more than tripling of the world price of oil. 
Consequently, in 1999 the balance of payments recorded an overall deficit of US$94 
million, while the external current account deficit reached 10.6% of GDP. Also, the 
government's overall fiscal deficit worsened to 8.2% of GDP notwithstanding major 
restraint on capital outlays and the credit depreciated by 1.5% on an annual average 
basis. However, with tightened monetary policy, the domestic rate of inflation, which 
had fallen to 9.4% by May 1999, ended the year at 13.8% compared with 15.8% in 
1998. Government fiscal efforts in 1998-99 included the introduction of a value-added 
tax at 10%, which was subsequently increased to 12.5% in 2000. The year 2000 has 
seen the worst impact of the external terms of trade shock. This has given rise to a 
massive depreciation of the exchange rate, and sharp increases in both domestic 
inflation and interest rates. 
1.2 Ghana’s exchange rate policy 
From independence in 1957 through the early 1980s, Ghana's exchange rate 
policy followed a pattern much like that of other African economies. Immediately 
after independence, Ghana had an open economy -exports were 28 percent of GDP 
and foreign exchange reserves equal to 13 months of merchandise imports. Ghana’s 
part of the sterling area and thus had the same exchange restrictions as Great Britain. 
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transactions. Imports and exports had to be licensed, but the licenses were granted 
automatically without need for prior approval within the sterling era. Even outside the 
era, current account restrictions  were mild, the most important being the mandatory 
surrender of export proceeds within six months of the sale and prior approval for 
invisible and capital account transfers.  
As early as 1960, however, the balance of payments came under increasing 
pressure from expansionary aggregate demand policies at home and declining cocoa 
prices in the international markets. Ghana responded in a typical fashion by borrowing 
as much as it could, trying (mostly unsuccessfully) to stabilize aggregate demand, and 
increasingly turning to trade restrictions and foreign exchange
 
controls in response to 
the excess demand for foreign currency. In 1961, the government first expanded 
application of the exchange rate controls that had been used for non sterling area 
countries to the sterling area as well. Thus, all exporters had to surrender their foreign 
exchange within six months, and all invisible and capital account transactions required 
approval. Later that same year, the government took even stronger measures, virtually 
scrapping the system of Open General Import Licenses and replacing it with a 
requirement that almost all imports receive prior approval via a Specific License. 
Throughout this crisis, the government was reluctant to devalue, but by 1965, it was 
forced to ask its foreign creditors to reschedule its debts, and the creditors in turn 
insisted that the government reach an agreement with the IMF. It did so, but the 
military overthrew Nkrumah in February of 1966 before the agreement could be 
signed. In many ways, the experiences of 1961-1966 were pivotal for Ghana's future 
trade and exchange rate policies. First, use of the exchange rate as a constructive 
policy instrument was shunned, a pattern that plagued Ghana for two decades. Second, 
the exchange and trade controls that were used instead of a devaluation to address the 
balance of payments problems brought with them a budding bureaucracy to impose 
the controls and manage foreign exchange. That bureaucracy
 
quickly learned the value 
of the licenses that controlled and the foreign exchange.  
The type of exchange rate policy that Ghana elects to pursue depends to a great 
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Ghanaian economy, it is likely to suffer changes in its economic environment that are 
different and more severe than most industrial economies.  These shocks affect the 
foreign exchange markets in ways that any policy regime should consider. 
It is useful to classify disturbances in the foreign exchange market into three 
types: short-term (daily or weekly) fluctuations in the supply or demand of foreign 
exchange that have to do only with the timing of different traders' activities, 
predictable seasonal fluctuations related to harvest patterns, holidays, etc., and 
unpredictable shocks that might be temporary (e.g., a drought) or permanent (e.g., an 
increase in the money supply to finance a fiscal deficit). Before we consider possible 
policy responses to these shocks, it is useful to describe the most important ones in 
greater detail. Short-term fluctuations and seasonal variation are fairly straightforward 
and, by definition, temporary. In general, policies to respond to these shocks are 
equally straightforward (at least conceptually). Historically, the most important shock 
to the foreign exchange market in Ghana has been expansionary aggregate demand 
policies. With the exception of the past few years, fiscal deficits have been large and 
they have been financed through the banking system and this resulting Ghana to adopt 
the fixed exchange rate system in the 1960s, immediately after independence. The 
Bretton Woods system supported the policy of fixed exchange rates. In particular, the 
Ghanaian cedi was pegged at two cedi to the British pound. Adjustments were only 
supposed to occur when there were fundamental balance of payments disequilibria. 
The choice of a fixed exchange regime in Ghana was therefore consistent with the 
thinking of the time. Due to the inheritance of huge foreign exchange reserves from 
the colonial era, Ghana exercised practically no control over the foreign exchange 
markets, which were in the hands of a few commercial houses and the commercial 
banks.. When fundamentals (including macroeconomic policies) change, the 
equilibrium real exchange rate changes and, if the nominal exchange rate remains 
fixed the result is misalignment between the real exchange rate and the new 
equilibrium rate. It follows that exchange rate misalignment can occur because of 
misaligned policy, because macroeconomic policies are included in the set of 
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in a world increasingly characterized by high capital mobility.  According to 
Goldstein and Isard (1992:25), policy advice from official circles (e.g. IMF and World 
Bank) proposed that countries could choose among a broad spectrum of exchange rate 
arrangements. Sowa and Acquaye (1998:10) have pointed out that the massive 
industrialization and modernization programme implemented by the government in 
the early 1960s depleted the country’s external reserves and Ghana began to see the 
signs of foreign exchange constraints. No doubt the first Exchange Control Act was 
passed to regulate the foreign exchange market. The scarcity of foreign exchange 
notwithstanding, the cedi remained fixed to the pound sterling and was thus highly 
overvalued.  
1.3 Ghana’s exchange rate reform 
Ghana retained the fixed exchange rate policy until 1983 when it embarked on the 
donor support economic recovery programme (ERP.) In September 1986, Ghana 
reformed its exchange rate policy with the support of the IMF and the World Bank 
under the economic recovery programme/structural adjustment programme 
(ERP/SAP). Initially this was a two-tier system which was aimed particularly at an 
official fixed rate to take care of imports and exports of selected goods and a weekly 
auction rate for the remaining two thirds of Ghana’s external transactions. In February 
1987, the two systems were unified with all transactions determined at weekly auction 
(Oduro and Harrigan 2000:156).  
In February 1988, the foreign exchange bureau was established to trade in 
currency freely. Wholesale auctions were introduced in 1990 and replaced by the 
inter-bank market in 1992. The authorities believed that these reforms would serve to 
balance Ghana’s international trade by making prices of traded goods and services 
flexible internationally. In spite of the increased flexibility in the exchange rate in the 
years after the reforms and in recent years, the trade deficit has increased and the 
balance of payments has continued to show strains (See Graph in Appendix A). 
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of new currency, thus the Ghana Cedi and the Ghana Pesewa. It was designed to 
address one important lingering legacy of past inflation and macroeconomic 
instability. The legacy of the past episodes of high inflation had been the rapid 
increases in the numerical values of prices as well as foreign currency exchange in the 
local currency terms. The previous note regime placed significant deadweight burden 
on the economy. This came in several forms such as high transaction cost at the 
cashier, general inconvenience and high risk involved in carrying loads of currency 
for transaction purposes, increasing difficulties in monitoring bookkeeping and 
statistical records. By the re-denomination of the then old Ten Thousand Cedi was set 
to be one Ghana Cedi, which was equivalent to one hundred Ghana Pesewa. Thus 
¢10,000 = GH¢ 1.00 = 100Gp. The new notes and coins had the same purchasing 


















    Ghana has in the recent past witnessed worsening depreciation of the Ghana cedi 
to major internationally convertible currencies. Thus, this trying economic situation is 
coupled with a growing trade deficit of Ghana. Moreover, given the fact that not much 
research has been done to explore the relationship between the exchange rate and 
trade balance of Ghana we find it necessary to explore the relationship between the 
exchange rate and the trade balance. 
 
1.5 Research objectives 
The main objectives of this paper, therefore aims (i) to study the relationship 
between exchange rate and trade in Ghana, and (ii) to investigate whether J-curve 
condition exist, for the period 1970-2010. Unlike previous researches on this topic 
related to Ghana, this paper is the most current which used data up till 2010 and also 
used import, export and trade balance to investigate the relationship between 
exchange rate and trade rather than using only trade balance since using import and 
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Chapter 2 Literature Review 
The real exchange rate affects the competiveness of the commodities that a 
country is exporting. Different theories that are put forward in this part reflect how a 
country experiences a real depreciation of the exchange rate and its effects on the 
trade balance. The concentration of this thesis is based on real exchange rate changes 
and not nominal because a nominal exchange rate fall may be offset by a higher 
domestic inflation and have no effect on the net exports. 
2.1 Trade theory 
Standard trade theory relates trade in goods with the real exchange rate. Setting 
all other variables fixed, the trade theory states that the exchange rate can affect the 
economy´s imports and exports. A fluctuation in the exchange rate affects both the 
value and volume of trade. If the real exchange rate rises for the home country i.e. if 
there is a real depreciation, the households in the domestic country can get less 
foreign goods and services in exchange for a unit of domestic goods and services. 
Thereby a unit of foreign good would give more of domestic goods, resulting in 
domestic households buying less foreign goods and foreign households wanting to 
purchase relatively more domestic goods. The higher the real exchange rate the more 
surplus in the net exports the country will obtain (Zhang, 2008). Lerner widened 
standard trade theory by including price elasticities of demand for imports and exports 
as important elements in determining the effect of exchange rate changes on the trade 
balance. An increase in exports and cut down on imports due to depreciation in the 
exchange rate does not necessarily mean a correction, or even an improvement, in the 
trade balance. The trade balance is not concerned with the amounts of physical goods 
but with their actual values (Lerner, 1944). 
    The trade balance varies depending upon price elasticities of demand for imports 
and exports. The elasticity of demand and supply are defined as the responsiveness of 
the quantity demanded of goods or services to a change in its price. An analysis of the 
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